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Oifice of Kenorts and kstimates
Slorthern Branch

BRTTISH DTTISTON
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1. Early reneral election becoming a nossibility

A British reneral election in October or lovember is
Lecomine & istinet -osaibility. The decision, vhich is
vrime Vinister Attlec?s, will mrobably net be made until
a’ter the conclusion o” the “ashin~hton economic and financial
centerence in Dentemvor. Put if, 2s is videly anticinated,
tlio conference fails %o »roduce an agreed and nolitically ac-
cewtable nropram to apezst the fall in Britain’s gold and dol-
lap peserves--and if, =herefore, H2inful adjustments in the
conestic eccnomy or eoutinned {inancial deterioration anpear
in=scanalle~-the Laburiies may sesz re-election as soon as
a noll can we convenientiy held.

Until early swascr the eviieace nointed to the Labor
arty?s intentlon not t¢ call the next ; encral eleetion ba-
fore soring 1050 (constitutionally, the clection rust be
neld by Aujust 1950). Ly then, it was believad, recovery
wculd have -roceeded and the le,islative »rogram for Labor's
"fipst five years" uould have Luen accom-lished. Dritain's
punid financial deteriorction, hovever, Lecame annarent by
July and the dovmward trend in its ;jold and dollar reserve
has continued. Labor "arty lesders must by now have revicwed
their electoral nlans: wtether the “arty's chances will be
pctter in the Tall than in the soring ymst have been at  is
sue. Failinge substantial new US aid as o result of the Sep-
tember conference, the °ritish financial situation is likelr
fc continue to deteriorite. Readjustments in the donestic
situation, involving a lower standard of living, will be in-
evitable. It mifht s2em orudent, therefcre, for the Labor
leaders to seek their new —andate as early ns nossible, be-
fepe the LLlows have Tallen on the roruiace and bsfore their
=restige deeclines further,

2, US-UY relations under stress

15-UY pelations are now veing cxnescd to uvnusual stroess;
and if, as zeems likaly, the Forticoning econonie ant finan-
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sial confeorence fails to nrowuce w rew nropran ror British
recovery involving no substantial cuts in the standard of
Living, (S-UK relations will nrobably enter a »eriod of
acute strain. Only the USSR can yenetit from this situaticn.

Tyblic ceriticism in the U3 o the U povernment's
vidling of the British econory tzvelomed Lroadly end ran-
iLlJ fpom late July vhen the UK riled a clein *1*% the 0TLC

for a greatly increased Jollar allocuctlon. It ling been
“aptified Ly the imwrescion that the U 1s talzing no new
:xbion to cove vith itz “pmblcns, excent to 'vﬂcal to the
i3 for more aid. That 'meh of the criticism of "socialism”
cud bhe allepjed Fallur: to worl nn-d hine J;tfxe validity
srsens bhe atmosmhare o Dritain. At mnte, the Tigh

e
ot
tee i

fide of US eritieis: 1o a continuacusly ]eading Lonic in ot
LI Lhe wre:ss, vhere 10 s olten )\g”glr‘tv&; the annoyance
i.13 becore :mtual; wi. Lhe Porei;n OfF 1ce s unnquestion-

woly treating Anglo=U3 Yeelings as a mat of najor con-

ot
-

a
o
P e S

CeITe  L0PC over, the issue is belimng uxox; ianto *}e field
of volitics. The Lubor Tarty or;an, she Dal J Ierald, hss
ia,bn the Llne that U5 reactlonaries are lnereasin:ly anf1~
Labor, and sone Labeorits nublieists sze a rva'ﬂ”wflc at

fnck on sorialism by Vail Dtreet and O1 . Dus ina)u, the on-
osition wress assails tuis viau on L“ownS% that U5 eriti-
cism is based on the =tate T tle economy ani tlﬁ reserves,
;A% on wha* reactionar i

¥

1
-
3
g

es bhlu“ cobout wolfare statesz.

cut having a wrre seriviy effect on Anglo-US re-
i

wtions vill be the coning ecchonic and "inanc‘ql confer-
enice,  If the oukce~e ie » cliar now nropran rromising res-

covery without sericu. reduction in th 'WYIAP‘ o’ 71Jinr—*
s arograr chich muet owvelve new UL ald in sems Porm-~-U5-T0710
reietions will st ooce 1mmreve. If, hevever, &2 seens nors
likely at thls juncture, no aroed »rorran is be:ﬁloneé
1t the centerence and the brlflmn core avay with little to
show for their nlecuing, No-ﬂ ralatiors can only Jeteri-
apate turther. A fall ceneral ulection conl L Locome rore
Dikely, and relations 1th fhﬁ 1S would ~robably be an 1s-
~ue; the Labor “ani v onla "..r:m "Lt oeewceinlly Srom thesc
“a criticisms of ibLs uolisics Hhich vere 111~founded. In
o ceononic srhere Lie UX xole' tially rove further
’bLuPﬂ the establisihoent of o by, nav “POTucf‘V(, vltro-
wiseriiln Yory trade ared. This would wxec*nwﬁait now
critleism, snreaci: ron U3 business circles, and US-UK
ralations would uncerso & new strain. (Canada, »oving to-
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ward economic troubles as a resull ol British voliecy, would
also enter a neriocd of stpained relations with the UK). '

Only the USSR would benefit from these developments.
o snlit the US-UK entente coriiale has been an ain of
covics postuar policy. iesy-fo-rtuint nronaranda nichures
o® the vest falling smart vould In many eyes acquire nore
validity,

2
i

Lritish business in Shanphal presin” home fiovern-
YTt TOoF Treer tragde no icy

e nature of the corierelns mresiure the UK Covern-
;ent s under to foster Trode relarions vith Communist China
©. 11lustrated in the raossage desnutched Yo Lendon recently
Ly the British Chamber of Comerce in v, hiak. Thile re-
sealing the familiar argument sbout the - dvantages of keen-
it a doopr oven to '.esicrn inlTuence in China, the message
«troseses wwinly the sost of the contrury nolicy of acquiesc-
irp in the jjationalizt Uloecade of Chinese ports (uwhich it
srmgidars dooned to failure in the long »un) and =roceediny;
14 the - holosale liguidation of Sritish commiercial inter-
cubs in Clina. Deverance Dy, “oreed sawss anc the like
will, it is agreed, -ale such ticvidation impossible with-
ant Tteppific losses” or Lritish Virms. “ointing out that
merely "standing by" is already criving some Dritish firms
to bankruntey, the wassare 1n affect derids a sneedy de-
cision on british trace noticy for China--that the Covern-~
snt cither breck the jationalist sloc cade and restore nor-
~al consular and comrunicatiens "eeilities uith Comunist
China, or tell rritish firms . -"ipitely no cut their losses
and mull otuts

This type of -ressuras, of course, renrescnts only
one of the factors thet the U Governrent mus* take into
qcoount in ‘leterniring its China nolicy. British Lusiness
there is both quantitatively creotor and mwlitatively
43 Fepent from US business--"vusiness in China rather than
+31+h China,” as one Lritish tucinessmen mut it, and to a
Tarpe extent merforming sorvices rather than selling com-
modities. Since the value of these Pritish interesfts in
Shonphal is so lasgely their "ooing ecacarn” velue, they
are eonccially likely to sufler from any "ralt and see"
nolicy such as serves spitish interests in Hong Xong for
the time bLeing. The UK foverament is naturally aware of
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the larger issues involved and certainly will not vermit
its China molicy to be rormed on nurely corriercial con-
siderations; bub in its cur-ent aconomic situntion the UK

s bound to be more scnriftive thar the U5 to these consider-
~ticns, an¢ likely to vant iull assurance of the absolute
neerssity of any Chira nolicy that will sacrifice British
utherests taere.

4. Syrian coup will -robably nct af sct L 1"iddle Rast
pollic

-

The Syrian coun ol 14 luguet, thou~h repoarded In
some hrab circles as so weh in fritain’s interest as to
ocearion ruaors of Eritish instifation, is unlikely to
“ave any ¢ircet rencrcussions on ik i‘idile zast nolicy.
Syria hos never seen a major ares of Brizish influence,
Loncon's :ain concern over the coup has centered on its
mossible ef“ects on the seneral Ilicdle :ust political situ-
ation, and British renresentatives in Arub canitals were
i.vnediately instructed fo urge a nelicy of restraint on
the rovernrents to which they uere accrecited.

Tndirect acvartare to U.h. mnterests is supested
Ly a reference in onc of the first corpaniques of Col.
Jennawi, the leader of the coun, To the "unsuitable foreipn
"wolicy" of his nredecessor; for under the zain regime there
wng abnormal Iriction betveen Syria anc Tran anc Jordan,
spacitional svheres of Dritish iniluencz. The statement
could 2lso have referred to the terms ¢ the Svpilan-Israell
truce agreenment, to the ;ranting oo scriission for the lay-
ing o3 the trans-irablan nineline theouwsii Syrian territory,
opr 1o the renorted renascence ol freuch influence in
Swyrian atflairs. :

COrTOIVEALTL and LITIRE

5. Dritain's financiel favors to India and Pakistan

s g8 g

The UX's liberal sllocations ot sverling and foreign
exchenre to India a fortnipht age, and to Paxistan within
the iast few days, have nrovoked wide criticism becnuse of
Epitain's financial erisis., They sre probaubly to be ex-
plained as a measure of the 3ritish ijovernrient's concern
over India's deteriorating econowy and oi the immortance
sttached to India*s ability to assune the leadershin of
anti-Corranist Asia and thepsby »reserve the “est's eco=
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noes Staxe 1n the area. ‘The lenicni terms accorded 'aki-
stan follow mainly from the UK's contiruing wolicy of shows
nyr no favoritism between fhie two countries » narticularly
at, & time when Lthere are indicetions o a rise in anti-
Tpitish feelin: in Vaizistan, Ancther considersation (em~
“naslized vy the Covsernment's crities) ‘making for leniency
teoard both Qominions is the need to sunvort the UK exnort
ilusbries sunnlying these narlets and to avoild serlous
islocations of trade rolations.

[N

In the vear °nu1n¢ 30 June, India snent the entire
oA ~.;.lomhon vhich vas Lo have lasted three years.
exeonciture as la ;Piv “or UK exnurts for \hloh Brite-
raceived no immorts in return--ani overspent 1its dol-
ar zilocation by about one-third., These overiratts are
’f.g; irnored in the new financial arranpements. 'oreover,
2 unaual allocetion from *he blocked uterllnh balances

: the currcent and ﬁwc(seuLnr rears has been ralsed from
e oripinally agreea £40 to EF 0 niliien annually with a
cwaision Tor anether L350 million ir necded this vear,
s oeepard to dcllaru india :s not to receive a snecific
fﬂﬂ“flun since it anr vetarned to Pull nenbership in the
chins oarea and hd° “ﬁrendf “like other Cormonivea Lth rountiics
_ cideavor o eut ite coabed dgiloer snanding by 237, Tull ohe
Pias orra merbershin, hnwever, will enable Incdia to draw vhi t-
tvor dollars 1t neesds from the centrel reserves, and i ane
neers that It is actunlly countin: on the availabil ity of
rore dollars than last vear. This ienerous wireerment wili
ianose a Leavy strairn on the UK, considering its nresent
cennomic straits. Jlovin been liveral - ith Incie, it fol-
teed that Pakistan wuic receive comnaralbile treatment,
et the same is likely o hold true for Cevlon. Helerses

m o the b’oc%ed steriiny Linlances of these rownfrles larrely
ehuoup as navyments fer v ¥ exnorts, the so called "unre-

ited" ax”ov1 in return or vhich Britain receives no
irorts,

viron of Scuth Africa

[N

G. o Cabinet diSCUS%uo Pconoh C erigis and Tndia-Ta%isten
raquest Tor conforence T

The first cabinat session since " arliamentts ade-
onrnment on 30 June vas called bv 7rime " inister 'alan
cin L6 Awyust chiefly for consideration of the I'mion's criti-
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¢al economic situation. Though llinister of [cononic Develop=-
»enl Tric Louw announced recently that there could be no

further exchange allocations this year because the 155,000,000

allocated to imports for the remainder of 1949 had already
been exhausted, Csbinet decisions v.ill nrobably remein tenta-
tive. Comnrehensive remedial mensures 1will hinge upon the
pesults of Finance l'inister Havenra's loan negotiaflons in
London end “ashingten. (On 18 Angmst Vavenpa arrived in
“he UC for a month to raise a dollar loan and to try to in-
cuce the International Yonetary Fund to increase the world

~old nrice at its Sentenber meeting.

Another matter up for cabinet discussion is the Indig-
akistan request for a round-table conrerence on the Union's
?feaunenu of its Indian ninority. South Africa has already
indicated that thé apenda for such tallts mmst include the
povatriation of its Indian cormunity to India and the can-
cellation of India's trade boycott apainst the Union.

7, Cabinet shifts

Just »rior to the cabine® necting the Prime linister
announced a reanportiomsent of four rels tlvely minor port-
folios ooten51bly to distribute work more eoultale among
the twelve I'inisters and to relieve pressure on Eric Louw
in ~articular. The nortfolios were PP&SSaneﬂ homever, to
the cabinct's increasingly influential "wild men", thus
fhr ther strengthening the ultra-reactionary wing 01 the

lationalist “artf. This action indieates that 'alan is not
avﬁvehenalve of Ilavenra's declining to _merge his roderate
Afrikancr Party with the Hationalists in llovember,=

3. Yalta raises a »nroblem for the UK

"altats demand that it be nermitted to seek direct

LCA aid from the US will be reiected by the UK “overnment,
but the Dritish will »robably have to resume subsidization
of the I'altese economy. Var- shattered, overponulated
(3C0,000 neonle in 1”2 square niles), uanu@flCll]y“im?
nortant l'alta has so *ar been able to stave off inflation

and unemaloynent by 1dFCG British prants for reconstruction
and contributions to faltese food subsidies anG by abnor-
;ally hizh employnzent in the Admiralty docicyards, the largest

#Sce IR Veckly 37, 6 June 1049
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ginioyer on the islanc, [Leccnstrucuion is still going

on thourh the fvnd will run cut in o4 British contri-
Lutions to the food subsidiss stowned in I'arch. The Ad-
iralty has cecided to rire 1200 of the 12,000 dockyard
~orkers. WThe -mltese, vwho feel that Britain has internre- .
1=d less than jenerously Churchill's nledge that 'alta i
<omld be maid back "every menny” of vha® the vur had cost 4
ier, 8lso believe that they nave nct recelved their fair
ciare of the UK's )CA funds. The I":itese enjoy virtually
1l self-government excent Yor Toreigm al"airs and defense, ;
and since last Sentember they have uecn seeking nermission
to -artici~ate in OL3C on their own and to apply for direct
CCA aid. On 9 August the ‘aitese Ucvernment delivered an
Sltirotum to the British Colonial Gifice that "grave stens”
would have to be taken unless an adcquate reply were re-
ceived vy 22 August to lulta®s clain to Gircet participation
in OERC. '

"hat "prave steps” were conternlated is not known,
but it is doubtful if, as a Soviet broadcast claimed, the
‘altese plammed tc "withdraw from tlie British Commonvealth”
and "paise the Tlap of the United States.' llalta's Prime
vinister Loffa now seems to be wavering in his determin-
ation to stand by the ultimatum. ¢n 15 Augnust, his Depuly
vpime Minister resipned because Boifa would not assure him
that the ultimatws would not be withdrawm. Boffa, vho
claimed sunnort “rom the rest of his Cabinet, refused to
accent any limitations on his mowers of nepotiation. It
ts likely that the continuing conforence between Deoffa and
Coleninl Seerebary Creech-Jones will culminate, net in
*q]tats being nermitted to reouest dircet ZCA aid, nor in
any "grave sters" beiny teken by tue “s1ltese Government,
but rather in reneved British financial heln %o keep Talta's
ceonomy tickinge

10.140D
9. TIrish to continue to »rese lor sslution ol Par-
tition disvute

i AR .

Jrish spokesmen will contimue thelr efforts to raise
the Partition question in the urenes of international
politics, despite their failure et the Council of Europe.
They are required by the tenets of their nationalism and
the pealities of their politieal futures. To make Par-
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“ition an internmational dispute that internatloual ergani~
zations cannot ignore has becone & rraneeoal alm of Ire~
land's Toreign policy.

LCRTH ATTRICAL DIVISIOH

AT R
[ O ip{U.A.
b v ks b

"t

1. The Canadian background tor the jashington talls

The Canadian nosition on the Dritish Financial crisis
is still s it vas in the London talks, and it is exnceted
rhat Canada will not »resent a snoeiiie nrogran for solution
of the UK's nroblens. '"here ars scveral reasons “or this.
Canadian of”icial ovninion is that the Ti's nroblern is nri-
rarily one of intermal adjuctment. ‘urther, there is a feel-
ing in Canada that it has cone ¢vepysthing nossible to ald
the UK both by loans and by tre encourapenant of imvorts
from Deitein. In addition, there his been a marked deterior-
ation in Canada’s own foreiyn trade cosicion this vear vhick

e ¥
[e2]

3

rerits wriority attention. Import confrois on dollar nur-
chases are cxrected to be increased uhille first priority is
heing rciven te efforts to lncrease sXNOrs to the US--

Canada must helt the drain on its suroly of US dollars as
gurone's hard currency purchases 2r Canada decline,

Tho Canadian attitude does not mean that the Dominion
will do nothinp, but merely thal the first move is up to the
UK. Canada's interest in solution of the problens is preat.
should Britain retreat further intc sterlins bloc trading
or should a qcvaluation of the nound becorie NeCessary, the
efrects on the Canadian econormy vould be fap-reaching. It is
exnected that if the UK 1s willing to make changes in donestic
solicies Canada will do all it ecan to assliste

na

s See NB Veeikly #73, 18 July 1U4d
"CQNEXDENT\AL
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1, Lational elecctions in Octover

Vew alections, scieduled for g flrve“qay neriod

br, 1nn¢nf u3 October as u r:eult of the ‘pesident's wro-
ro; mt the Althing (Parliament on 12 Au;ust,¥ should
yFodues a more effective lcelandic uvefnJent ?Lan that
ased o the three-party ccalition formed in Feoruary 1947.
A eie utlon carpal n whied over curl enl ;s sues and a new
randate from the electorate are rer¢}"e to clarify the
poll ical situstion in leeland. Corvunist vrospects for
partizination in the new governnell are nile

w Sae 1B Ueekly #77, 15 Aurmss R

CONﬁDENTIAL
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